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The Soviet Economy

Gen. Johnson, in inviting me to give this lecture, suggested
that I focus it around eight guestions which he posed conceruing
the Soviet economy, including its relations with the political
leadersiip. At the outset, I should like to assure you that Cen.

Johnson's ability to ask the right guestions is far superior to

my ability to supply the right ansvers. However, I hope that

what follows is at least partially responsive to his guestions.

Cojectives of the Communist Leadership

The Soviet economy is shaped to serve the needs of the State,
not the pecple. To understand why it is structured the way it
is, what governs the establishment of relative priorities which
control its development over time, we must start with the ob,}ectivgs
of the Soviet leadership.

The long-range objJective is, of course, world domination.
Communlem is above all else & revolutionary foree, striving for
a victory which will be evidenced by the liquidation of capitalism
and the emergence of s Bovietized world order.

Ihe most straightforward way to accomplish this objective

"would be ¥y direct military action. g!ilitary ocutlays have con-
g

tinued to enjoy a firet priority in Soviet planning. However,
direct large-scale militery action seems to be ruled out in a
hydrogen weapon age &8 a calculated policy at least while there is
& reasonable balance between the forces of the East and the West.

This caution does not rulsgout the possidbility of emall wars which,
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in the opinion of the Soviet leaders, would not develop into &
general EBast-Weat confilet.

Furtber, there is & need to maintain sizeable conventional
military forces in being for internal security purposes and to
keep the European Satellites in the Communist camp. Most import-
antly, there is & need to develop sdvanced weapons systens, to
strive for a military breakthrough whiceh would resolve t.he pregent
nuclear stalemste in the Soviets' favor. Should the USSR succeed
in developing such superiority, it would not necessarily need to
engage in general war. The possession of clear-cut puperiority
would give them a weapon for political threat and blsckmail
that could prove decisive, even short of & hot war. Xor these
reaeons, the USSR's military effort, as a proportion of grose
national product, is greater than that of any other nation in the
world. Stated ancther way, this mesns that the diversion of
econowlic resources to military support in peacetime is without any
parallel in the West.

Secondly, the Soviet leadership for the past 30 years has
followed a policy of forced draft industrialization, centered
on heavy industry. The rescons for this are many, but they are
&ll coansistant with the objective of eventual world domination.

There is, of course, the obvious relationship between heavy
industrial capacity and mmitions producing capability. Secondly,
total Investment, and industrial invesitment in perticulay, must
remain high becavse growth rates must be substantially above those
achieved by the United States. The reason for this is the often
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repeated Kremlin objective of catching up with end surpassing the
most advanced industrial nations, including the United States, in
per capita production. The fulfillment of this cbjective,
Khrushchev belleves, will prove the superiority of the Cosmunist
system over the free enterprise system. Rapid economic growth
lends substance to the Communist image of progress and power. It
provides support for the propagation of Communist doctrine
abroad, particularly in underdeveloped countries, of rapid in-
dustrisiization through the Soviet-type organization of society.

All of this suggests that after the necessary ellocations to
defense and investwent, there are few economic resources left over
to satisfy consumer requirements. And this is true. However,
within the past few years, EKhrushchev has embarked on & program to
raise the standards of living of the Soviet people. Therve are
two key remeons for this progrem:

First, to secure more cooperation from the workers so thet
productivity can increase in & period of labor scarcity, aand

Sa@d, to remove the stigma of poverty which atiaches to
Commmnisn and thersby incresse its stitractiveness abroad.

Let's take a look at how all of these competing demands for
economic recsources are resalved today.

{(Chart - Comparison of US & USSR GNP by End Use)

1. In sbsolute smount, Soviet GHP was about 41% of the

US in 1957. BHowever, in ebsolute dollar terms,
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&. Delfense expenditures were about equal to cur
own. This means that 1f we were to purchese the current
bill of military goods and services the Soviets are buy-
ing, 1t would cosl us about as much 88 our pregent military
PrOETenms .

b. Total investment was about 60% of curs, but

investment in mining, menufecturing, and electric pover

vas 00-85% of that in the U.S. This year, such investment

way be equal to ours.

¢. Consmaption, or vhaet the consuser gets, was

only 35% of that in the U.S., apd on & per capita basis

was substentially less than this.

The guestion of why the average Soviet citlzen puts up
with this system cennot be answered eimply. There are a number
of reasons, which can be divided between "carrot® and “stich"
types. On the carrol side there is ciedle-to-the-grave social security,
& smail bub perceptible year to year improvement in living standards
and free education. On the stick side there is the ever present
secret police. Propagands is & powerful force - the creation of
a false image of the West as war mongers and capitalist exploiters
of the psople in contrast to the Communist image of peace and im-
proving standards of living through economic growth.

How do the Soviet leaders control their economy?

goutrol of the Economy

In the Soviet Union, the Commmist Party is in complete

control of policy formlatiop and implementation. At the apex,
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the highest council is the FParty Presidium. This body of 15
menberg 1ls presided over by Karushchev, who is Pirst Seﬁretary.
The military, the secret police,and professionnl economlic managers
no longer have g direct woice in this council. |

The Secretarigt of the Presidium is the group respousible
for the dey-to~day interpretation of policy. OF its teri eurrent
merbers, only one, Suslov, hes a longer tenwre than Khrushchev,
and thus is the sole member vhe does not oﬁe bis present position
there to Khrughchev. The heir - apperent here is Kirichenko, a
full member of the Presidium sinee 1955, and formerly was First
Secretary of the perty in the Ukraine.

{Briefing Aid - Scviet Injustriel Mansgement}

In the center is the Presidium of the Council of Ministers,
of which Kbrushchev is also Chairman. This is the top @avem-\
mental body cherged with the implementation of policy, with carrying
out deecisions of the Party leaderabip. The two First Deputies

are Mikoven and Kozlov. Koziov is & former leningrsd party boss

who has made ropid advances under Khrushebev and is looked upon
85 a “comer."

The reorganization of industry and planning, carvied out in
the past year, nas greatly emhanced the role of Gosplan. Gosplen [Ce-seies
is not only responsible for developing short and long-term economic
plans, but because of its newly acquired executive authority, ie
partially responsible for plan exscubtion. Its chalrman is Kuzmin,
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who is also a deputy chairmen of the Council of Ministers. Kuzmin
was brought in from the party apparatus to this Ley post.

The Counecll of Ministers, which includes several mepbers
of Gogplan, alsc bhas a more polivical flavor than formerly.
becsuge meubers of the 15 Union Republies sit on it.

The Union Republics have direct contyvel of the newly created
counelle of nationsl economy in thelr respective territories, which
meang an incresse of Party Control at the reglonal level. Thege
couneils of vetional econcmy, or sowarhozy, have enterprises sub-
ordingte o thew which ere responeible for producing about 15 per
cent of sll Industrial cutput. The rempining 25 peyr cent is
under the conbtrol of either local governments o1 the few remsining
central minietries and specisl commituees.

The reorganization of 1457, then, substituted a pgt;tem
of tervitoriel control over Industry, conpared to the previous patieru
of technicelly specialized industrial ministries which controlled
producing enterprises directly from the center.

The major bveneficisries of the Party's re-esteblished
domtinance axe the apparstchickl, the people who rum the pariy
machinery. Ehrushchev's atiention to ecopomlic matiers, his per-
sistent demands that perty people master a knovledge of economies,
and the establisiment of special courses for Party workers to this
end, indicate that Party officisgldom willl become ilngreasingly
concerned with operations of the economy. This is & shift awey
from past control of industry by the technicsl engineering elite -
the former ipdustrial minlsters. The shift must have engendered
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regentment on the part of the industrial elite, snd brings into
question the degree of success the reorganization mey have.

Economic Planning

“ To move on, I should like to review for you, in very briefl
fashion, the elepents of the national economlc plan. Actually,
there are 13 interrelated sub-plans vhich meke up the whole, and
on our next chart the more important ones are highlighted.

(Briefing Aid -- Comgtituent Sub-Plaps of the National

et s v e i i .‘,.,,«A.m,«mw;v-*vwrw”

1. Mega‘te Inﬁices af Act.witgp Theae are monetary

estimates of such key elements as gross value of output for
indugtry, agriculiure, transport, the volume of reteil and foreign
wrade, the value of capitel investment, anéd so forth.

2. Production. This sub~plan consists of the oulput
schedules for specific commpdities in physiesl wnits In great
detall and 1s the most important part of the over-all plan.

3. Meterial Technicel Supply. Given the production goals,

a schedade of allscatlons is drawn up desigoed Lo provide cach
producing umit with the emount of raw meteriels; semifinished

goods, and capital equipment needed to meet its production goals.
The materiai telance technique utilizes a series of technologlical
coefficients, or input-output ratiocs. GCGosplan centrally administers

the supply of over 1,000 comaxdities.

4. Capital Investment. The capital investment sub-plan
has two primary functions. Pirsi, 1t provides the increased cqpita}.
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stocx estimated to be necessary to meet future production gosals.
Second, 1t distributes investment resources in scecordauce with the
priority preferences decided upon by the Soviet lesders.

5. Technology. The introduction of new btechnological pro-
cessec bas been & separate aub-plan since 194l. The need for
infustrial innovetion has become much move important within the
past year bacause of the need 10 increase labor productivity.
The State Committee on Science and Technology has been retained
as on independent body reporting directly to the Counell of
Ministers, one of two such committees which were retadned in the
reorganization of 1957

G. Iebor and Cadres. This part of the plan schedules incre-

ments to the non-sgricultural lsbor force in accordance with
over-all production goals and the pilanned average increase In
output per wvorker. It also covers technical training plans.

7. Cost of Production (Sebestoimost). These are production

cost estimates prepared for each commodity and essential service,
which are combined to provide an sstimmte to total costo. De-
cauge of time limitations, I shwll skip over the next three items
ag well ss the final two, and turn to the

11. gState Budgel. The primary Tunction of the stale budget
ig to mobilize the finercial resources of the econony and to
direct thelr flow to accomplish the production objectives. The
most importent financial resource flows are, on the ilpcome gide,

the income from profite of enterprises and the turnover tax. On the
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expenditure side, the most important allocations are to invest-
nmeut end defense. | e o e
- Iﬂ df.: mtconclude from this analysis that the secret of

Soviet success lies in greater efficiency. UOn the contrary, cow-
pared to the leading free enterprisc economies of the West,
the Commmist esystem is relatively inefficient, in my opinion.

The geeret of Soviet success is relatively simple - it
dirvects the flow of a far hipher proporiion of resources o
natlional policy purposes than does the United States.

Netional Policy Uxpenditures
I define pational policy murposes to include defense,

civilian and militery rescarch and development, foreign aid,
education and investment in industry.
Iet's compare the two countries, excluding investmeut for
the moment.
(Briefing Aid - Faticna) Policy Expenditures.
1957)
Tiis chart shows that:

1. Sowviet defense outlays in 1957, when converted to
dollars, were alightly greater than those of the U.S.,

2 That Soviet research and development expenditures were,
in total, less than half those of the U.S. However, military
r. and d. wssg about two~thirds of ours.

3. Quxr foreign aid program was sbout four times as costly

ag that of the Russlans.
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4. With respect to expenditures for education, the outlays
in the two éauntrieg wers quite cloese. The emphasis in Soviet
education, as you all kmow, is much more on the physical sclences
than is the case in our own country. For exarmple, the Soviet
Union is graduating 90,000 engineers per year ccpered toO our
37,000 and 20,000 physlcians pev year compared to owr 7,000. The
ten Americen educators who made a month-long visit to the Soviet
Unlon this sepring were amazed, and sobered, by "ihe degree to
vhich the USSR, as a nation, is committed to education as a
means of national advancement."

The goals of the Soviet educationsl system are to: (1)
eliminate 1iliteracy; (2) train the millions of eugineers,
technicians, and other workers needed for the rapidly growing
Soviet sconamy; and (3) inculcate a sense of pride in nationsl
achievements and a sense of loyalty to the Soviet political system.
As a cougequence of iis particular goals, the Soviet educational
syosten differs from the U.S. educationsl gystem in three important
respects: (1) the curriculum, textbooks, and methods of teaching
are laid down by the central government and are standardized through-
out the entire Soviet Union; (2) the prestige and real incomes of
Soviet teachers are relatively much higher than in the U.5.; (3)
eflucation ls recognized as by far the most important road for
advancement, and the intensity and seriocusness of study that prevail
throughout the USSR is found only in rarve ingtances in the U.8.
educatlonsl systenm.
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Turning to investment cutlsys, we Tind greatey contrasis.

{Briefing Ald - US ve. USSR Capital Investment,
1957)

1. This chart shows that in 1957, Soviet imvesiment in

industry, which imcludes mining, manufacturing and public utilities,
was equal to sbout 80 to 85 per cent of similar investment in
the Uniied States.

2. In contrast, owr outlays for itransportation and com-
mmications, which inclulles & massive highwsy bullding program
vas nearly three times the comparable Soviet investment.

3. Commercisl lovestment, whilch ineludes stores, shopping
penters and drive-in movies, we over 7 billions in the U.5., but
only sbout one Billion in the USER.

L., The Soviets put sbout twice as much money inte agriculture
as wo did. This reflects the traditiounal neglect of the agrieultwral
sector by Stalin, and the inplementation of the Khrushchev pledge
to improve living standards through a better diet.

5. Qur housing investmeat was sbout 75 per cent higher
than thelrs, even though living space per caplta in the United
States is already well over four times that iv the USSR.

6. "Other” investment includes among other thipgs, outlays
for religious institutions, hospitals, water and sewvage, and
conservation. For these purposes, we spent about two and a half

times ss much as the Soviets.
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In totsl, the Soviets are devoting, Bs & proportion of
gross national product, over twlce as much to these national
policy purposes - investment Iin industry, defense, rescaych and
development, education, and foreign ald -~ as we are. In absolute
terme, their outleys in 1957 were nearly 90 per cent of ours.

And here, in my opinion, is the principal econdiic reason
for Boviet success to date.

Puture Problens

what of the futurel? Are there any obvicus probhlem sreas
whieh will develop into major constrainte on future Soviet growih?
The Soviet Union is certaiply not without economic problems, and
the greatest of these center around labor productivity.

ntil very recently, the Boviets were able to secure the
lzbor needed for industry sand other non-sgricultural menpowver by
draining it off the farms. Howvever, surplus production of
agriculitural products disappeaved, and the USSR reached & polnt
vhere it was barely feeding itself. Over the past three years, it
hag not been possible to divert additional menpower from sgriculture
to indusiry. Furthermore, the USSR bas come into the time peried
when the low birth rate of the war years is belng reflected in
fewcr voriers entering the laboxr force, perhaps 3 million less
in the next seven years as compared with the 1951-58 period.
Iabvor productivity must be increased rapidly if the ambitlous goals
of economic growth are to be met. No one will doubt that vast

improvenent is possible. Let's look at a few comparative figures.
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(Briefing Aid - US and USSR Population and Employment,

1 July 1957)
1. USSR has a high proporition of population in the labor

force -~ 47 per cent compared to 40 per cent in the US.

2. Although the size of the industrisl lsbor foree in the
Soviet Union is larger then in the United States, the value of
produetion in U.8. industry was about 2% times that of the Soviet
Union. In rough terms, Industrial lebor force productivity is
sbout 35 per cent of {hat in the U.B.

3. Productivity in Seviet sgriculture caun only be described
as abysmal. It tekes almost one farm worker to feed four people
compared with about a 1-21 ratio in the U.S.

The Soviets have embavriked on & two-pronged attack on the
productivity problem. They have programs of direct investment in
industry and agriculture on the oge hand and a muber of progranms
designed to increase worker incentives.

The extrenely smbitious agricultural progeam has two ains:
first, to railse the quality of the Soviet diet to levels apprexi-
mating that of the United States, and second, to increase agricultursl
productivity to the point vhere the transfer of workers to industry
can again be resumed. The Soviet dlet is uninspiring; it is‘a
drag on worker incentives. Iet's take a brief look at some conm-
warative diets.

- (Briefing Ald - US and USSR Aversge Diets)

1. Soviet diet is sdequate in calories.
2. However, 1t is overvhelmingly a grain and potatoes diet.
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These staples account for nearly TC per cent of caloric intake.

3. By U.S. standards, the diet 1s deficient in fais, oils
and milk.

4., The widest discrepency is in meat. Iu the US, 12 per
cent of total intake is sccommted for by meal and fish, compared to
& per cent in the USSR.

Ehrushchev has called upon Soviet agriculture to match the
U.S. in per cspite production of milk by 1958, snd of mest by
1560-61. It seems highly unlikely that such goals can be met.

‘ is a further prop o worker incentlves, the USSR has begun

to make plang for easing the chronieg housing shortage, & cause
of widespread dissstisfaction. Current average living-sleeping space
for a family of 4 iz 13 by 13 fest. Thia is less then balf the
curvent avallability in Italy, and about & third that of the
U.X. Kbrushchev has promlsed asbout & 15 per cent improvement
in housing epace by the end of 1960. He also hes promised that
“the housing shoritage will be overcome in the next 10 to 12 years.

Whether this two-pronged atback on the labor productivity
problem vill succeed, is of course, not possible to predict with
gbsolute sccuracy. I would like 40 meke only one comment on it.
Both the elsborate plans for technological innovations in industry
and the agriculture and housing plans need not succeed completely
for the Boviets to realise thelir goals. The establishment of
a trend of improvement in living stendards, the acceptance by the
workers of the ides thet thipge are getting better and will continue
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to get better may be sufficient to bring out the degree of
cooperation with the regime which is necessary. This eould be
true even though Soviet living stendards remain well below
those in the United States.

Soviet Long-Run Growth

I would like to turn now to the question of long-term
ecopomic growth in the USSR. The terms of reference of this
series of lectures calls for your consideration of the next decade
or two.

There is one competitor for Soviet resources that I have
not mentioned, and that 1s their aid program in underdeveloped
avess. I think we ghould dispose of it before veturning to the
melin streai.

Ietts taxe a guleck look at it.

(Briefing Aid - SovBloc Credits and Grents to Under-

developed Countries of the Free World)

This chart shovs:
1. 8ince 195k, the USSR credits and granits have amounted
o about $1.2 billions. Even if we send the Soviets o bill for
the bulk of aid given by other Bloc countries, whieb is perticulerly
justifieble 1n the Middle East, vhere the European Satellltes
have been uped as a front by the USSR, we still get a totel of

sbout 32 billions.
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2. This sid, spread over & pericd of years, amountis to a
net drein of 200 to $400 millions a yeer, vhich is far less
thaen one-half of one per cent of Boviet GHP.

3. The point is that the credit program could increase
several fold without beconing & serious drain. A very small
change in our projected rates of growth for investmeat, defense,
or consumption would easily absort the cost of Soviet ald programs.

Given the Soviet lesders determination to catch up with
the United States, and given the competing demands for economic
resources within the USSR, what 1s o reasouable projectiony

We can start with the verious couponents of gross national
product, and by examining past trends in the 1ight of present
Comnniet policy, extrapolate these into the future. Any such
projections, of course, are pretty well eontrolled by the Judge-
ments made before the caleulator starts to grind oul the answers.
What follows reflects my own opimions; I do not present it to
you as the “school solution.”

Ve can start with investment, and remesmber that economic
growth 1s most intimately related to this subcomponent of GHP.
For a variety of reasons, I expect Soviet lnvestment to increuse
at 8~10 per cent a year, compared to 12-1h per cent over the past
seversl years. This would be enough to push industrial production
up by & rete roughly twlice that achieved in the U.S. in the
postwar period. While not all the Kremlin leaders would desive;

the achievement of such industrial output levels would permit them
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to make steady progress in thelr ngverteking and surpassing the
U.8." cbjectlive.
Secondly, defense expenditures, in the abseunce of any
genuine disarmanment agrecment, will continue to increase. oW
much is most difficult to answer, but teking into sccount the com-
peting investment and congumer dempnds, I have selected 8 5 pevr
ceunt o year rate. This is slightly lower than record of the
immediate past. However, 3 per cent & year compounded would permalt
defense outlays to more than double in 15 years, and reach ahout
$.00 billions a year by 1975.
Thirdly, we have to allow for at lesst & slov but continuous
! jmprovement in the Soviet citizen’s stendards of Living. If we
set this at 3 per cent & year per o4 ita, which seems Likely at
least to 1065 in the light of present CoOnSumeY Progrems, this
woens that per capita liviang standerde would be ebout two ~thirds
higher by 1975 then they are today .

Tn summary, wbat this mdds up +o is & slx per cent rete of
inerease for Soviet GIP, compared to & rate of about 7 per cent
achleved in the 1951-55 period.

How, if we project forward U.S. growth at 3.5 per cent @ year;
which secms sbout right to me, we can compare the development
of ‘the two economies over time.

\ (Briefing Aid - Comparison of US and USSR_GNP)

m™is chart shows:
1. By 1963, Soviet output in totel should be nearly half

that of the U.3. Thereafier, the abegolute gep between the Lo
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economies should start to closec.

2. By 1975, Soviet GNP should be aepproaching two-thirds
that of the United States In the same year.

3. Ey 1975, industrial production in the USSR should be
at least equal to 75 per cent of the U.S. level. However, thelr

output of producers goods is expected to exceed our own while

cur output of conpumers goods will still be higher than theirs.

I see that I have more than used up sy time, so I will
supmerize very briefly.

1. The Soviets bave succecded in bullding an luposing
economy . This ihaa been achieved, not because Communisa is &
particularly efficient system, but because 1t chenvels a very
high proportion of total resources 10 serve national policy
PULPOBES -

2, The Soviet economy today ls supporting a military effort
which, measured in sbsolube terms, is ait lesst equal to that of
the United States.

3. As presently structured, the Soviet economy hes the
capability of continuing s high rate of growth. Total output
in five years time probably will be equal to halfl ‘timt of the
Uaited States, and theredfter the gbsclute gap between the two
pountries should begln to narrov.

L. Undoubtedly the Kremlin leaders belleve that their
growing ecouomic strength will contyibute increasingly to their

zoal of world demination. OCrowth in military eapebllities will
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iend to increasing opportunities for intirddation and blaciamil.
Furtuer, the prolectlion to the underdevioped coumiries cf the
Commnist image of repid growih is cxpected to resuli ln voluntery

aligrnments with the Soviet systenm.
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